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Report 

regarding the 

Removal of Surcharge on Protective 
Duties on Paper and Paper Pulp. 


1. In tlieir liesolutioii No. 202-T. (l)/3(j, dated the llth Decem¬ 
ber, .1987, requesting the Tariff Board to re-examine the question 

of the protection enjoyed by the Paper and 
Terms of jeterence, i'aper Pulp industries and to report what 
protective measures (if any) should be continued after the 31st 
March, 1939, the Government of India have stated that if the 
Board is satisfied iir tire course of its investigations that the 
revenue surcharge on the paper' proted.ive duties is no longer 
justifiable, it will be at liberty to make its recommendations in 
this behalf in advance of its main report. 

2. The Government of India in May, 1930, instituted a depart¬ 
mental enquiry into tlie question whether the continuance of tlie 

existing surcharge on the paper protective 
Departmental en- any longer justified in view of the 

^ ■ fact that the revised classification of paper 

gave the industry a not incousiderahle extension in the range of 
protection beyond that previously enjoyed. 

Tlie reply of the Indian Paper Makers Association was that 
the re-classification merely widened the market but did not in any 
way increase the price realised by the mills for the paper they 
manufactured. Their main contention was thut_ the price of the 
bleached qualities which formed the bulk of their production hau 
decreased notwithstanding the stirchaage of 3 pies per pound, and 
Ihat the mills received from the Government of India in 1933-37 
for the paper supplied to them a price representing in the case of 
white printing a reduction of 5 pies per pound or approximately 
Rs. 58-5-0 per ton and in the case of semi-bleached printing 4i pies 
per pound or approximately Rs. 52-8-0 per ton. Similarly in the 
o'eneral markets all over India, due to the importation of German 
paper subsidised by barler exchange and shipment of cheap J apanese 
paper, chiefly in the Bombay market, prices had fallen since 1931 to 
an extent gi eater than the amount of the surchaige. 

The Tariff Board in determining tlie measure of protection 
required postulated a works cost of Rs. 327 as the average over the 
period of protection but stated that this figure was Rs 27 per ton 
higher than the figure estimated as the cost at which Indian nulls 
would ultimately be able to manufacture. 

The Association confended that though their works costs bad 
been brought down in 1936 to Rs. 294 in the case of Titagliur, 
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iis. 261 lor lieiigial and 11s. 301 m ike case of tke India I’iaper 
i*ulp Company, stiii ike over-ail selling price realised in 1935-36 
did not justify wiikdrawal of tke surckarge. Tke Association 
urged tkat it would be inopportune to remove tke surclrarge as tlie 
oiugmal protective duty granted to tke industry was reiidered 
uugatoiy by tke import of paper below tke cost of production in tko 
country of manufacture. They also pointed out tkat in spite of 
tke surckarge tke price ckarged to tke consumer for Indian paper 
was lower tkan in 1930-31. lu conclusion tkey urged tkat tke 
question of surckarge bo left over till tke next Tariff Board enquiry. 

3. We entered upon our duties on December 13tk, 1937, and 
issued questionnaires inviting paper mill eompanies to submit 

facts and figures in support of any claini 
Turilf Board’s enquiry. continuance of tke surckarge in 

addition to the general case for tke continuance of protec¬ 
tion, Wo kave completed a scrutiny of tke replies received 
and kave exundiied representations of tke Taper Mills Companies. 
We have also inspected representative mills manufacturing paper 
from pulp made from bamboo, grass and otker indigenous materials 
and are satisfied that we kave sufiicient data ou wkick to come to a 
conclusion ou tke pieliminary question of tke revenue surckarge in 
advance of our main report. 

4. The Tariff Boai’d of 1925 recommended a specific protective 
duty of one anna a pound on most classes of writing and printing 

paper with tke important exception of 
ni newspiiiit Containing a high percentage of 

and 1931 meckanieai pulp. Ike same specific rate of 

protective duty lor tke same classes of paper 
was proposed by tke Tariff Board of 1931 which made tke addi¬ 
tional recoin meudation tkat a new duty of lls. 45 per ton akould 
be levied on imported pulp. Tkesc recommendations were accepted 
by tke Govei'Timont of Tndia and eiukodied in tke Bamboo Paper 
Industry (Protection) Act of 1932. Meanwhile a surckarge of 25 
per cent, liad boon imposed in November, 1931, by the Indian 
Finaiiw, (Supplementary and Itxfending) Act of 1931 on revenue and 
protective duties which had tko effect of raising tke specific duty of 
1 anna a pound to 1 anna 3 pies and tke alternative ad iialorem 
duty of 15 pel- cent, to 18(f per cent. Tke duty on wood pulp was 
also tkereky increased from Its. 45 to ItvS. 56-4-0 per ton. This 
revenue surcharge gave tke paper iiidustiy an additional amount 
of yirolection beyond tke original recommendation of tke Tariff 
Board, 


The Tariff Board of 1931 examined tke financial position 
of the principal companies for tke period between 1925 and 1931. 
In the case of the TilagTiur, Bengal and India Paper Pulp 
Companies it found that during the six years tk.e average price 
realised exceeded the works cost per toil of yiaper made by 
Ps. 105-35, Its. 76-62 -and Es. 127-05 respectively, which was 
considei-akly below the figure of Es. 149 per ton which tke Tariff 
Board of 1925 oalculated as the margin for overheads and profit. 
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(.It tile live companies whose balance sheets were scrutinised three 
were on a regular dividend paying basis and had accumulated 
reserves and another had earned a small profit, hut was able to pay 
a dividend ol 3 per cent, only in one year. The remaining com¬ 
pany had paid no diA’ideiul and accumulated no lesorve hut had 
sot aside an adequate amount for depreciation and had thus im¬ 
proved itLS position which had, before protection, been somewhat 
uncertain. 

5. The following Table shows the surplus of prices realised 
,, • f i. over works costs iier ton of paper made in 

-Lomimnson of costs. 1931-32 to 1930-37 (iompared with 

the period 1925-26 to 1930-31 for the three same companies. 

Taulk I,— Statement showiruj the surplus of prices realised over 
works costs per ton of paper made. 


1931-32 


Titagarh Paper Bengal Paper 
Mills Co. Mills Co. 

Rs. Rs. 

107-30 90-66 

India Paper 
Pulp Co. 

Rs. 

122-23 

1932-33 



118-54 

100-88 

113-59 

1933-34 

, 


107-00 

86-09 

89-52 

1934-35 

. 


101-26 

09-98 

99-57 

1935-36 



106-69 

100-61 

111-18 

1036-37 



109-17 

113-68 

108-93 

Average with duty at 

1 anna 3 pies per 
lb. 

108-31 

93-75 

107-50 

Average for period 
1926-20 to 1930-31 
witii duty at 1 anna 
per lb, . 

105-35 

76-62 

127-06 


It will he observed that the margin was almost tl(e same in 
the case of the first Company, higher in fhe case of the second and 
lower in the case of the third. 

We have examined the balance sheets of the five principal 
paper making companies for the period 1931-32 to 1930-37. Two 
companies have increased their dividends very considerahly and 
one which paid no dividends before, 1930-31 has paid dividends 
ranging from 4 to 0 per cent, since 1934-35. Of the remaining two, 
one has paid dividends regularly though on a small scale except in 
one year when alterations in plant necessitated partial closure, 
and the other in four years out of six. All companies have been 
able to increase their reserves and make provision for extensions 
and improvements in their plant which have already reduced the 
cost of manufacture. 


6, The general improvement in the financial condition of com¬ 
panies is no doubt due to the additional amount of protection 

^ r consequent on the revenue surcharge they 

Effect of revenue , ji - 

surcharge have enjoyed during the last six years. 

We, therefore, called upon them to prepare 
statements showing the effect of the removal of the surcharge on 
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theii' financial position on tlie supposition that if the surchaige is 
lemoved the price of imported paper will fall to that extent atiJ 
Indian mills be forced to reduce their selling prices proportionately, 
consetj^uences which do not, however, necessarily follow, since the 
margin between the juices of Indian made paper and imported 
paper widened to about 4 to 5 pies per lb. in 1937-38 against a 
normal margin of 2 pies. 

Table II shows the margin of profit realised and Table III 
the margin of profit which might have been expected to be 
realised, if the revenue surcharge had not been imposed. In 
making tire calculations in Table III we have deducted the sur¬ 
charge of Es. 11-4-0 pel' ton on imported pulp which has the effect 
of reducing the works costs to the extent to which imported jrulp has 
been used. 


Table II. 


year. 

Wor.is 

Costs. 

Overheads. 

Total. 

Realised 
price Net 

Profit. 



Its. 

Bs. 

Bs. 

Bs. 

Rs. 




India Paper Pulp (Jo., LPl, 






(Ber ton.) 



1931-32 . 


318'77 

85-94 

404-71 

441 

36-29 

1932- 33 . 

1933- 34 . 


324-41 

323-48 

70-13 

394.54 

438 

43-46 

28-20 


02-32 

385-80 

413 

1934-35 . 


306-43 

09-33 

365-76 

406 

40-24 

1935-36 . 


300-72 

61-26 

361-98 

412 

50-02 

1936-37 . 


30607 

65-73 

371-80 

415 

43-20 




'J’ilagkiir Paper Mills Co, 






(Per ton.) 



1931-32 . 


353-52 

58-94 • 

412-46 

461-30 

48-84 

1932-33 . 


331-66 

58-06 

389-72 

448-70 

58-98 

1933-34 . 


314-4)6 

53-36 

368-31 

421-87 

53-56 

1934-36 . 


310-82 

67-34 

368-16 

412-07 

43-91 

1935-36 . 


308-26 

52-63 

360-88 

415-80 

54-92 

1936-37 . 


309-29 

49-49 

358-78 

418-48 

09-70 
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It will be observed that the realised margin of profit as shown 
in Table II never reached Ils. G4 per ton, the fair margin of 
profit estimated by the Tai'iff Board of 1931 in spite of the sur- 
ebarge and that in the four years 1931-32 to 1934-35 the reduction 
in works costs was less than the fall in the realised price. Without 
the surcharge the margin of profit as shown in Table III would 
have been generally small and in two cases have been converted 
into a loss. In 1935-36 and 1936-37 cost of production remained 
almost stationary in the case of two mills but the Bengal Paper 
Mill Company were able to effect a further I'eduction owing mainly 
to the fact that they were manufacturing less expensive grades of 
paper. On the other band, there was a slight improvement in the 
realised pri(!es. The average margin of profit was, therefore, higher 
but was less than half the fair margin of profit estimated hy the 
Tai'iff Board. It is clear therefore that but for the revenue sur¬ 
charge the average margin of profit realised by the mills would 
not have been such as to give the return on the capital invested 
which the Tariff Board considered reasonahle, until 1937-38 when 
a substantial rise in the price of imported paper enabled them to 
raise their selling liniils. 

7. The three principal companies, who manufacture paper from 
bamboo or grass pulp and whose combined output represented 86 per 
cent, of the total production of paper in 
established J93f).37_ agree that having regard to the 
present level of prices of imported paper the 
continuance of the revenue surcharge is not necessary as a measure 
of protectiou. The other two companies are not in so strong a posi¬ 
tion and have pressed for the continuance of the surcharge as a 
measure of protection. Tbev have in the period under review used 
larger quantities of imported pulp and eomparalively less indigenous 
material than the other three companies and have therefore a less 
strong claim for protection. All the five companies have effected 
substantial reductions in their works costs since 1930-31 and have 
fTirther economies iji view. Incvenses in production have also 
enabled them to reduce the incidence of overhead charges. We shall 
deal at length with the question of the cost of production in our 
main report. 

As regards the prices of imported classes of paper which com¬ 
pete with Indian made paper, the general tendency from 1930-31 
was in the downward direction. The re.dnction in- this period was 
just over G pies per pound. From Hecemher, 1936, however, a 
rise began in the price of wood pulp and a corresponding rise in 
the price of imported paper. In 1937-38 the c.i.f, price of im- 
norted classes of paper which compete with Indian mills’ products 
has risen again to the 1930-31 level. Having regard to the fact 
that the cost of mannfactirre has been appreciably reduced, we 
think that the industry to-day does not now require additional 
protection in the shape of the surcharge. , Though recently there 
has been some recession in prices, there, does not appear to be any 
prohahility of a fall in the price of Continental paper to the level 
touched during the period of depression in the financial year 1938-39 
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Ill view of i,he declared policy of foreign pulp rnaking companies 
to inuintaiii the price of pulp at aa agreed level. 

The only difficulty that can be foreseen is the import of cheap 
Japanese paper. We understand that Japanese wood free printing 
paper was quoted as low as £15-10-0 per ton c.i.f. Bombay in 
1930-37 and sold at about 3 annas a pound. The selling price has 
letiently been increiased to 3 annas 0 pies per pound following the 
general rise in prices, but it is still well below the price of similar 
qualities of paper imported from Continental countries whiidi has 
stood ai. not less than 4 annas per- pound. We shall deal with the 
question of foreign competition at greater length in onr main 
report. 

8. The position taken np by new or reconstructed mills is 
different. They claim that in the early stages of production they 

Position of new and difficulties which will 

r6consti‘uoted mills. inciCiiiSG costs and tliat tnoy re(|iiire 

the surcharge as a measure of protection. 
We have examined such estimates of the cost of manufacture as 
have been submitted by them. In the case of one mill using- 
grass the estimate is based on the experience of 9 months working 
in 1937, but as the mill has worked to less than a third of its full 
capacity and has encountered special difficulties in obtaining its 
raw material at a reasonable price, the present figures are not 
indicative of future works costs. One new mill ns'ing rags and 
waste paper has in 1930-37 declared a dividend on the capital 
invested which stood at an unusually low figure, as it was able to 
obtain second hand machinery at a very low price. The four 
remaining mills which intend to use bamboo or grass for the manu¬ 
facture of pulp have not yet been completed. The estimate.s of 
the cost of production put in by three of the mills are somewhat 
higher tliani the present actual costs of established mills. But as 
the^i' are purely theoretical costings we cannot base our calculations 
on them. The estimate of the fourth mill is so high that we 
cannot accept it as reasonable. It is no doubt true that in the 
early stages of niainrfactnre new mills may encounter difficulties. 
On the other hand, they have profited by the experience of the 
older mills and are able to instal the latest type_ of machinery 
which have proved to be the most suitable for Indian conditions. 
We see no reason why their co.sts should prove to he higher than 
the average costs of established mills as soon as they are able to 
manufactme up to their designed capacities. But taking even 
their own estimates of costs, we are satisfied that the revenue sur¬ 
charge is not required as a measure of protection at the prevailing 
level of prices. 


9. Our conclusion is that the continuance of the revenue sur¬ 
charge imposes an unnecessary burden on the consumer at the 
present level of prices and is not justifiahle 
Beconimendatian as to to the development of the indus- 

suKmige on psipti. Over-protection, besides enabling 

mnnnfactnrers to maintain prices at a level which is UTifair to 
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the consimier, may give undue encouragement to the starting of 
luitliei new concerns with the consequent danger of eventual over¬ 
production which, is not in the interests of the industry itself, 
talving a long view of its development. 

Our recommendation applies only to the protected classes of 
paper and not to the unprotected classes which are subiect to 
revenue duty. 

We consider it, however, necessary to add the proviso that 
action should be taken under section 4 of the Indian Tariff Act of 
.1934 if the price of any class of impoi’ted protected paper should 
fall to the level which would render the protective duty 
ineffective. 


10. In regard to the surcharge on the protective duty on wood 
pulp soTuewhat di^erent considerations- apply. Reduction in the 

, price of jiulp is obviously to the advantage 
Kecommendation as to t^ i ,r , , i• i j -n , 

surcharge on imported established and new mills to the 

pulp, extent to which imported pulp is used. Any 

considerable reduction in the duty on im¬ 
ported pulp might result in the substitution of imported pulp for 
pulp made from indigenous materials, but a reduction by Rs. ,11-4-0 
per ton, the amount of surcharge, is not, in our opinion, likely 
to have this effect taking into consideration the recent rise in the 
world price of wood pulp and the reduction in the cost of manufao- 
i vire of indigenous pulp since 19d0-3]. The danger of this un¬ 
desirable development is so .small that tlie removal of surcharge on 
the pulp duty may safely be recommended for the remaining 
lieriod of protection pending consideration of the basic amount of 
tlie proteciive duties which we may find to he necessary to recom¬ 
mend in OUT main report if eontinuanee of proteciion for ihe paper 
industry is found to he justifiable beyond the dlst Mareh, 1939. 


G. T. H. BRACKEN, 
President . 

E. 1 RAHIMTOOLA, 

Memher. 



